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Vodafone Idea Ltd Under review
Change from SELL

Falling cash generation, rising liabilities Rs6

Vodafone Idea’s (VIL) Q1FY22 cash EBITDA at Rs13.8bn shows fast deteriorating
cashflow, while liabilities are rising; we see high risk and huge concern for VIL. In the
wake of growing uncertainties, we have put VIL’s estimates, rating and target price
under-review until further clarity. We believe existing operation is unlikely to meet
upcoming payouts, and risk of default cannot be ruled out, the much anticipated tariff
hike/s and capital infusion have been insufficient. Our previous rating was SELL and
target price Rs5, which stands suspended.

Earnings call on 16" August, 2021 (Monday) at 2:30PM IST. Click here for registration.
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Market Cap
Reuters/Bloomberg
Shares Outstanding (mn)
52-week Range (Rs) 14/5
Free Float (%) 28.0
Fll (%) 4.3
Daily Volume (US$/'000)
Absolute Return 3m (%)
Absolute Return 12m (%)
Sensex Return 3m (%) 14.6
Sensex Return 12m (%) 46.2

Key variables deteriorated further: VIL had huge sub loss of 12mn when compared to
flattish subs base for Bharti and 14.4mn net add for Reliance Jio. The company also lost
4G subs, down 1mn and mobile broadband subs dipped 2.2mn. Post-paid subs base
continues to erode, down 3.4% QoQ or 0.7mn in Q1FY22. Gross sub addition was at just
15.4mn (vs 22.3mn in Q4FY21). Minutes decline 4.7% QoQ to 504-bn. The only silver
lining was data usage growth of 13.2% QoQ to 5,497bn MB. Mobile broadband sites fell
by 5.5k to 447k, while total tower increased to 181k (+190 QoQ).

Revenue down 4.7% QoQ to Rs92bn. Our working shows VIL's mobile revenue
declined 5.4% QoQ (down 16% YoY on abolition of IUC) to Rs82bn. Mobile revenue was
impacted by dip in subs base by 12mn (4.6% QoQ); ARPU fell 2.8% QoQ to Rs104.
ARPU was impacted by fall in mobile broadband subs by 2.2mn to 121.4mn (down 1.8%
QoQ), and decline in postpaid subs by 0.7mn (down 3.4% QoQ). ARPU should be further
impacted by slippages in recharge on lockdown. VIL losing subs base steeply will make
its return even tougher; lower investment in network and rising data traffic on network will
be worsening user experience. Data usage grew 13.2% QoQ, while mobile broadband
sites reduced by 5.5k in Q1FY22.

Cash EBITDA (adjusted for Ind-AS 116) at Rs13.8bn. EBITDA at Rs37bn was down
16% QoQ (9.5% YoY) partly on Rs4.5bn one-off benefit in Q4FY21. Adjusted for Rs1bn
benefit, Q1FY22 annualised cash EBITDA is only Rs51bn, which will fall short
significantly to meet the rising liabilities. We see limited room for further cost optimisation
measure, and under-investment is already stretching the network. Net loss stood at
Rs73bn. Capex investment is curtailed at only Rs9.4bn (10.3% of revenue).

Piling-up net debt at Rs1,907bn. The figure includes deferred spectrum liability of
Rs1,060bn, AGR liability of Rs622bn and bank borrowing of Rs234bn. The liabilities due
for payments are 1) annual payment (includes interest) towards AGR liability of Rs90bn
in Mar'22; 2) bank guarantee of Rs143bn coming up for renewal (the company has to
give additional bank guarantee of Rs10bn) by Oct'22; 3) annual payment towards
spectrum due in Apr22 — of Rs82bn; and 4) bank debt repayment of Rs86.4bn by
June’22. The company has filed review petition in the Supreme Court towards AGR
liability praying for correcting arithmetical errors. It has also requested the DoT to provide
moratorium for spectrum payment, which we believe, only partly solves the problem.
Rs181bn/US$2.4bn Year to Mar FY19 FY20 FY21E
IDEA.BO/IDEA IN Revenue (Rs bn) 371 450 420
28,7354  Net Income (Rs bn) (154.6) (618.0) (242.7)
EPS (Rs) (5.1) (25.7) (15.4)
% Chg YoY na na na
P/E (x) na na na
CEPS (Rs) - (13.0) (0.2)
EV/E (x) 33.7 8.7 11.3
Dividend Yield (%) - = =
RoCE (%) (9.3) (5.2) (1.2)
ROE (%) (225.2) 274.3 43.2

40,378
(28.4)
(30.4)

Please refer to important disclosures at the end of this report


https://services.choruscall.in/DiamondPassRegistration/register?confirmationNumber=3720307&linkSecurityString=dd7bf7ef7

Vodafone Idea Ltd, August 15, 2021

ICICI Securities

Other highlights

Sub-base shrunk 4.6% QoQ (net loss: 12mn); VIL has seen accelerated dip in
subs-base compared to Bharti Airtel’s nil sub addition in Q1FY22. VIL’'s ARPU
dipped to Rs104, down 2.8% QoQ, on fall in 4G and postpaid subs and delayed
recharges from lockdown. Postpaid subs dipped 0.7mn (down 3.4% QoQ) to
20.2mn.

4G sub-base stood at 112.9mn, down 1mn. Mobile broadband subs declined
2.2mn to 121.4mn in Q1FY22, which also included 3G subs. Total data subs fell
3.8mn to 136mn. This compared to growth of 5.1mn 4G subs addition for Bharti.

Mobile minutes dipped 4.7% QoQ to 504bn, implying a net loss of 25bn minutes
QoQ. Minutes per user dipped 2.4% QoQ at 641.

Data usage rose 13.2% QoQ to 5,497bn MB on 14.3% QoQ growth in data usage
per mobile broadband sub. Mobile broadband subs used 15GB data per month.

Churn rate increased to 3.5% in Q1FY22 (vs 3% in Q4FY21). The company’s
gross subscriber addition was at 15.4mn in Q1FY22 (vs 22.3mn in Q4FY21).

Capex for the quarter stood at Rs9.4bn (10.3% of total revenue).
Net debt stood at Rs1,836bn, up Rs97bn. Cash balance stood at Rs28bn.

Table 1: Vodafone-ldea (consolidated)

(Rs mn)
Q1FY21 Q2FY21 Q3FY21 Q4FY21 Q1FY22 QoQ (%) YoY (%)
Revenue 1,06,593 1,07,912 1,08,941 96,076 91,523 (4.7) (14.1)
Network operation cost 24,110 24,319 26,143 21,366 24,927 16.7 3.4
% of revenue 22.6 22.5 24.0 22.2 27.2
Roaming & access charges 15,026 15,347 16,059 6,474 6,696 3.4 (55.4)
% of revenue 141 14.2 14.7 6.7 7.3
License fees and spect charges 10,017 9,948 10,923 10,407 9,977 (4.1) (0.4)
% of revenue 9.4 9.2 10.0 10.8 10.9
Employee cost 5,718 5,104 5,070 4,408 3,829 (13.1) (33.0)
% of revenue 5.4 4.7 4.7 4.6 4.2
SGA and other exp 10,738 11,670 7,884 9,334 9,017 (3.4) (16.0)
% of revenue 10.1 10.8 7.2 9.7 9.9
EBITDA 40,984 41,524 42,862 44,087 37,077 (15.9) (9.5)
EBITDA margin (%) 38.4 38.5 39.3 45.9 40.5
Depreciation and amortization 59,757 60,286 58,241 58,101 60,098 3.4 0.6
EBIT (18,773) (18,762) (15,379) (14,014) (23,021)
Interest 38,039 47,002 47,874 47,066 52,284 111 374
Other income 553 393 394 402 335
PBT (56,259) (65,371) (62,859) (60,678) (74,970)
Share of profits(losses) in JV 889 857 570 (2) 5
Provision for tax (2) (3) 3) (195) 5
Effective tax rate 0.0 0.0 0.0 0.3 (0.0)
Exceptional gain/ (loss) (1,99,232) (7,671) 16,965 (9,743) 1,779
Net income (reported) (2,54,600) (72,182) (45,321) (70,228) (73,191)
EPS (Rs) (8.9) (2.5) (1.6) (2.4) (2.5)

Source: Company data, I-Sec research
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Table 2: Mobile services KPIs — ARPU dipped 2.8% QoQ while subs base declined 4.6% QoQ

Q1FY21 Q2FY21 Q3FY21 Q4FY21 Q1FY22 QoQ (%) YoY (%)

Subscribers (mn) 280 272 270 268 255 (4.6) (8.7)
Net adds (mn) (11) (8) 2) 2 (12)
Prepaid subs as % of total 92.3 92.2 92.3 92.2 92.1
Blended churn (%) 2.0 2.6 2.3 3.0 8315

ARPU (Rs) 114 119 121 107 104 (2.8) (8.8)

Minutes of Use (min/subs) 678 673 673 657 641 (2.4) (5.5)

Minutes on Network (mn) 5,78,548 5,55,000 5,46,900 5,29,000 5,04,000 (4.7) (12.9)
Incremental mins (QoQ, mn) (37,136) (23,548) (8,100) (17,900) (25,000)

2G cell sites 1,81,229 1,80,084 1,80,226 1,80,484 1,80,674 0.1 (0.3)

Source: Company data, I-Sec research

Table 3: Data services KPIs — 4G data subs dipped 1mn QoQ

Q1FY21 Q2FY21 Q3FY21 Q4FY21 Q1FY22 QoQ (%) YoY (%)
Data (2G+3G+4G)
Data subs (mn) 136 138 138 140 136 (2.7) 0.3
Net adds (mn) (3.8) 1.8 0.1 2.3 (3.8)
As % of total subs 48.5 50.6 51.0 52.2 53.3
Data volume (mn MB) 45,22,721 43,40,000 44,89,000 48,56,000 54,97,000 13.2 215
Data usage per sub (MB) 13,124 11,978 12,288 13,068 14,943 14.3 13.9
3G/4G data subs (mn) 116.4 119.8 120.8 123.6 121.4 (1.8) 43
Net adds (mn) (1.0 34 1.0 2.8 (2.2)
As % of total subs 41.6 44.1 44.8 46.2 47.5
4G data subs (mn) 104.6 106.1 109.7 113.9 112.9 (0.9) 7.9
Net adds (mn) (2.0) 15 3.6 4.2 (1.0)
3G/4G Cell sites 4,46,131 4,57,386 4,47,936 4,52,650 4,47,114 (1.2) 0.2
Net adds (3G/4G cell sites) 10,125 11,255 (9,450) 4,714 (5,536)

Source: Company data, I-Sec research

Chart 1: Capex intensity at 10.3% of revenue in Q1FY22
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Chart 2: Net debt rose to Rs1,836bn
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Financial summary

Table 4: Profit & loss statement

(Rs mn, year ending March 31)

Table 7: Cashflow statement
(Rs mn, year ending March 31)

FY19 FY20 FY21 FY19 FY20 FY21
Operating Income (Sales) 3,70,925 4,49,575 4,19,522 Operating Cashflow 24,651 1,65,730 1,70,842
Operating Expenses 3,30,495 3,00,450 2,50,065 Working Capital chgs 28,030 (92,455) (14,445)
EBITDA 40,430 1,49,125 1,69,457 Capital Commitments (1,16,353) (83,640) (52,844)
% margins 10.9 33.2 40.4 Free Cashflow (63,672) (10,365) 1,03,553
Depreciation & Amortisation 1,45,356 2,43,564 2,36,385 Cashflow from
Net Interest 94,628 1,53,920 1,79,981 Investing Activities 42,565 55,742 63,595
Other Income 9,279 13,946 4,056 Issue of Share
Recurring PBT (1,90,275)  (2,34,413)  (2,42,853) Capital 1 2,49,164 -
Add: Extraordinaries 8,521 (3,83,557) (1,99,681) Inc (Dec) in
Less: Taxes (35,715) 1,20,811 (203) Borrowings 21,299 (80,826) (43,503)
- Current tax (35,715) 1,20,811 (203) Other (49,997) (2,18,525) (1,23,811)
- Deferred tax Dividend paid - - -
Less: Minority Interest Extraordinary ltems
Net Income (Reported) (1,46,039)  (7,38,781)  (4,42,331) Chg. in Cash &
Recurring Net Income (1,54,560)  (6,17,970)  (2,42,650)  Bank balance (49,804) (4,810) (166)
Source: Company data, I-Sec research Source: Company data, I-Sec research
Table 5: Balance sheet Table 8: Key ratios
(Rs mn, year ending March 31) (Year ending March 31)
FY19 FY20 FY21 FY19 FY20 FY21
Assets Per Share Data (in Rs)
Total Current Assets 2,82,193 3,79,638 3,53,779 Recurring EPS (5.1) (25.7) (15.4)
of which cash & cash Reported EPS (5.4) (21.5) (8.4)
eqv. 9,908 26,630 22,165 Rg(_:urring Cash EPS - (13.0) (0.2)
Total Current Dividend per share (DPS) - - -
Liabilities & Provisions 4,40,776 10,59,404 6,56,080 Book Value per share (BV) 20.8 2.1 (13.3)
Net Current Assets (1,58,583) (6,79,766) (3,02,301)
Investments 82,386 19,792 41 Growth Ratios (%)
of which Operating Income (23.5) (7.3) (6.7)
Strategic/Group 15,298 15,244 41 EBITDA 40,430.0 268.8 13.6
Other Marketable 67,088 4,548 - Recurring Net Income na na na
Net Fixed Assets 18,28,995 18,69,746 16,80,963 Diluted Recurring EPS na na na
Goodwill 36 - - Diluted Recurring CEPS na na na
Total Assets 17,52,834 12,09,772 13,78,703
Valuation Ratios (x)
Liabilities P/E na na na
Borrowings 12,59,400 11,49,955 17,60,984 P/CEPS na na na
Deferred tax liability (1,02,914) 18 1) P/BV 0.3 3.0 na
Minority Interest EV/ EBITDA 337 8.7 11.3
Equity Share Capital 87,356 2,87,354 2,87,354 EV / Operating Income 3.7 2.9 4.6
Face Value per share EV / Operating FCF 25.9 17.7 12.3
(Rs) 10.0 10.0 10.0
Reserves & Surplus 5,08,992 (2,27,555) (6,69,634) Operating Ratios
Net Worth 5,96,348 59,799 (3,82,280) Other Income / PBT (%) (4.9) (5.9) (1.7)
Total Liabilities 17,52,834 12,09,772 13,78,703 Effective Tax Rate (%) 18.8 (51.5) 0.1
Source: Company data, I-Sec research NWC / Total Assets (%) (9.0) (56.2) (21.9)
Inventory Turnover (days) 0.0 0.0 0.0
Table 6: Quarterly trend Receivables (days) 251 21.8 20.8
Payables (days) 95.5 115.5 106.5
(Rs mn, year ending March 31) Net Debt/EBITDA Ratio (x) 75 10.3 9.3
Sep-20 Dec-20  Mar-21  Jun-21  Capex % of sales 17.7 1.2 23.0
Net sales 1,07,912  1,08,941 96,076 91,523
% growth (YoY) (0.5) (1.8) (18.3) (4.7) I : e
EBITDA 41,524 42,862 44,087 37,077 Egzﬁtr‘r“i';g'ﬁ’eﬁ:é‘;fng/")
Margin (%) 385 39.3 45.9 405 i 417 1375 578
Other income 393 394 402 335 gins (@1.7) (137.5) (57.8)
i N RoCE (9.3) (5.2) (1.2)
Add: Extraordinaries (7,671) 16,965 (9,743) 1,779 RolC 9.7) (5.3) (1.3)
get proT‘ltC — (72,182) (45,321) (70,228)  (73,191) RoNW (225.2) 2743 432
ource. Lompany data Dividend Yield - - -
EBITDA Margins 10.9 33.2 40.4

Source: Company data, |-Sec research
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New |-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15 return; ADD: 5 to 15 return; HOLD: Negative 5 to Positive 5 return; REDUCE: Negative 5 to Negative 15 return; SELL: < negative 15 return

ANALYST CERTIFICATION

I/We, Sanjesh Jain, PGDM; authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our
views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of the ICICI Securities Inc. It is
also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve
months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution
of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with
Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities
Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities
is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset
management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our
associates might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research
Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume
etc as opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit
icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional
Research. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the
Retail Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained
herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information
herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other
reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such
suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory
capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document
or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report
constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances.
The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their
own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report.
Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before
investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be
subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the
subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from
the date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage
services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage
services from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its
associates or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation
of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of
this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the
report as of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as an entity are engaged in various financial service businesses, they might have financial interests or
beneficial ownership in various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain
category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.




